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EXECUTIVE SUMMARY
SOUTHWEST GAS CORPORATION
DOCKET NO. G-01551A-02-0425

Southwest Gas Corporation (“SWG”) 1s seeking approval to acquire 100 percent of the stock
of Black Mountain Gas Company (“BMG”). SWG also requests authority to subsequently
transfer the assets and Certificate of Convenience and Necessity (“CC&N”) of BMG to
SWQG, to consolidate operations.

Under the terms of the agreement between SWG and BMG’s current parent, Xcel Energy,
Inc. (“Xcel”), SWG will purchase the stock of BMG. Within twelve months of the close of
the stock sale, BMG’s assets and CC&N will be transferred to SWG, and BMG will be
dissolved. SWG ultimately plans to consolidate the rates and operations of BMG’s Cave
Creek division with its own. SWG intends to sell all of BMG’s propane facilities located in
Page, Arizona within twelve months of the close of the transaction.

Mr. Reiker provides Staff’s analysis of the expected financial impact of the acquisition on
BMG. According to Staff’s analysis, SWG has at least the same level of financial capability
as Xcel. While BMG may not see any significant short-term financial benefits resulting from
the acquisition, under SWG it will be shielded from the near-term company-specific risks

~ that Xcel currently faces. In terms of market risk, SWG is riskier than Xcel.

Staff recommends approving SWG’s proposed acquisition of BMG’s stock and the
subsequent transfer of BMG’s assets and CC&N to SWG, subject to fourteen conditions.
Staff also recommends that the Commission waive compliance with the affiliated interests
rules as they may apply to this case.
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INTRODUCTION

Q. Please state your name, occupation, and business address.

A. My name is Joel M. Reiker. [ am a Senior Public Utilities Analyst employed by the
Arizona Corporation Commission (“ACC” or “Commission”) in the Utilities Division
(“Staff”). My business address is 1200 West Washington Street, Phoenix, Arizona 85007.

Q. Briefly describe your responsibilities as a Senior Public Utilities Analyst.

A. In my capacity as a Senior Public Utilities Analyst, [ provide recommendations to the
Commission on mergers, acquisitions, financings and sale; of assets. I also perform
studies to estimate the cost of capital for utilities that are seeking rate relief.

Q. Please describe your educational background and professional experience.

A. In 1998, I graduated cum laude from Arizona State University, receiving a Bachelor of

Science degree in Global Business with a specialization in finance. My course of studies
included classes in corporate and international finance, investments, accounting, and
economics. In 1999, after working as an internal auditor for one year, I was employed by
the Commission as an Auditor [II in the Accounting & Rates Section’s Financial Analysis
Unit. Since that time, I have attended various seminars and classes on general regulatory
and business issues, including the cost of capital and the use of energy derivatives. [ was

promoted to a Senior Rate Analyst in December of 2000.

Purpose of Testimony

Q.
A.

What is the purpose of your testimony in this case?
The purpose of my testimony is to provide Staff’s recommendations and four of Staff’s

conditions regarding approval of Southwest Gas Corporation’s (“SWG”) Application to
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Southwest Gas Corporation Description

Q.
A.

Acquire Black Mountain Gas Company (“"BMG"). [ also present Staff’s specific analysis

of the financial impact of the acquisition.

What other Staff witnesses sponsor testimony and what do they address?
Mr. Robert G. Gray addresses rates, purchased gas adjustor issues, and gas procurement

activities, and Mr. Robert Miller addresses safety and operational issues.

What is Staff’s recommendation in this case?

Staff recommends approving SWG’s proposed acquisition of BMG’s stock and the
subsequent transfer of BMG’s assets and CC&N to SWQ, subject to fourteen conditions.
Staff also recommends that the Commission waive compliance with the affiliated interests

rules as they may apply to this case.

Please provide a brief description of SWG.

SWG is engaged in the business of purchasing, transporting, and distributing natural gas in
portions of Arizona, Nevada and California. SWG is the largest distributor in Arizona,
selling and transporting natural gas in most of central ard southern Arizona, including the
Phoenix and Tucson metropolitan areas. According to its December 31, 2001, Form 10-K
filed with the Securities and Exchange Commission (“SEC”), SWG had 785,000
customers in Arizona. SWG is also engaged in the business of construction services. In
2001, SWG had total assets of $2.3 billion, generated revenues of $1.4 billion and earned
a net income of $37 million. SWG’s common stock is traded on the New York Stock

Exchange (“NYSE”) under the symbol SWX.
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Black Mountain Gas Company Description

Q.
A.

Please provide a brief description of BMG.

BMG is a wholly owned subsidiary of Xcel Energy, Inc. (“Xcel™), providing natural gas
distribution service and underground propane distribution service to approximately 8,610
customers in Arizona. BMG’s Cave Creek division serves approximately 7,260 natural
gas customers in areas in and around Cave Creek. Carefree, Phoenix, and Scottsdale. Its
Page division serves approximately 1,350 customers in the city of Page through
‘underground distribution of propane vapor. In 2001, BMG had total assets of $23.5

million, generated revenues of $9.0 million and earned a net income of $1.C million.

Xcel Energy, Inc. Description

Xcel, a Minnesota corporation, is a registered holding company which owns six utility
subsidiaries that serve electric and natural gas customers in 12 states including Arizona,
Colorado, Kansas, Michigan, Minnesota, New Mexico, North Dakota, Oklahoma, South
Dakota, Texas, Wisconsin and Wyoming. Xcel also owns or has an interest in a number
of nonregulated businesses, the largest of which is NRG Energy, Inc. (“NRG”), a publicly
traded independent power producer. In 2001, Xcel had total assets of $28.7 billion,
generated revenues of $15.0 billion and earned a net income of $790 million. Xcel’s

common stock is traded on the NYSE under the symbol XEL.

The Proposed Transaction

Q.
A.

Please describe the proposed acquisition.
Under the terms of the agreement (“Agreement”) between SWG and BMG’s parent, Xcel,
SWG will purchase all the common shares of BMG. The filing contemplates that within

twelve months of the close of the stock sale, BMG’s assets and certificate of convenience
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1 and necessity (“CC&N") will be transferred to SWG, and BMG will be dissolved as a
2 corporation.
3

41 Q. Why is SWG requesting Commission approval of its acquisition of BMG?

50 A According to Arizona Revised Statute (“A.R.S.”) § 40-285(D), “A public service

6 corporation shall not purchase, acquire, take or hold any part of the capital stock of any

7 other public service corporation organized or existing under the laws of this state without
8 a permit from the Commission.”

9
10 For a period of time (not more than twelve months) after the purchase of BMG’s stock by
11 SWG, BMG will exist as a wholly owned subsidiary of SWG. BMG will then transfer its
12 assets and CC&N to SWG. Asset transfers are subject to Commission jurisdiction
13 pursuant to A.R.S. § 40-285(A), which says, “A public service corporation shall not sell,
14 lease, assign, mortgage or otherwise dispose of or encumber the whole or any part of its
15 ... system necessary or useful in the performance of its duties to the public, or any
16 franchise or permit or any right thereunder, nor shall such corporation merge such system
17 or any part thereof with any other public service corporation without first having secured
18 from the commission an order authorizing it so to do.” Because BMG will exist as a
19 wholly owned subsidiary of SWG for a period of time, this may constitute the
20 reorganization of a public utility holding company as defined in Arizona Administrative
21 Code (“A.A.C.”) R14-2-801. Therefore, Staff believes that Commission approval under,
22 or waiver of, the Public Utility Holding Companies and Affiliated Interests rules
23 (“affiliated interests rules”) is also required.

24

251 Q. Please summarize the various approvals and/or relief being sought by SWG.
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Q. What are SWG’s long-term plans for BMG?

A. According to the filing, SWG plans to sell all of BMG’s propane facilities located in Page,

Q. Has SWG solicited any prospective buyers for the Page division?

A. No. SWG is restricted by the agreement from soliciting any prospective buyers for the
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A. SWG is seeking the following approvals and/or relief in connection with its acquisition of
Black Mountian:
1. Approval of SWG’s acquisition of BMG’s common stock pursuant to A.R.S. §
40-285(D).

(3]

Approval of the transfer of the assets and CC&N of BMG to SWG pursuant to
A.R.S. § 40-285(A) and A.R.S. § 40-281."

3. Approval of the reorganization of a public utility holding company pursuant to
A.A.C. R14-2-801 et seq., or alternatively, a waiver of A.A.C. R14-2-801 et

seq.

Arizona and dissolve BMG as a corporate entity within twelve months of the close of this
transaction. SWG plans to absorb (or incorporate) BMG’s current Cave Creek division’s
natural gas operations as part of the Southwest Gas Corporation. Both are local natural

gas distribution operations.

Page propane operations prior to the close of the transaction. However, an initiative
which would have given the city of Page permission to purchase these assets appeared on
the City of Page’s November 5™ ballot. According to the November 6, 2002, edition of

the Lake Powell Chronicle, the initiative failed 45 percent to 55 percent. Staff is currently

unaware of any other parties interested in acquiring the Page division.

"A.R.S. § 40-281 refers to the “extension” of plant, service, or system by a public service corporation.
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Q. What is the purchase price for BMG’s Stock?

Q. What is the book value of the assets to be sold to SWG?

A. According to SWG’s responses to data requests, the net book value of the assets to be sold

to SWG is - as of December 31, 2001.

Q. What is the size of the expected acquisition adjustment related to the acquisition?

A. In responding to RUCO data request RUCO 1-2(B), SWG did not provide an estimate of

the expected acquisition adjustment. Instead, SWG stated the following with regard to the

premium paid:

SWG further stated in response to RUCO 1-2(C):

I will address the acquisition adjustment and its effects again later in this testimony.

? Please note that this report contains information that SWG has classified “Confidential” under the terms ofa
Protective Agreement that SWG and Staff entered into and docketed on August 23", 2002. Such currently
considered “Confidential” information has been redacted in the docketed version of this report and appears in the
unredacted version in italics.
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How does SWG plan to finance the purchase?
SWG has stated that it will use its available cash for the acquisition of BMG. According
to its December 31, 2001, form 10-K on file with the SEC, SWG had cash and cash

equivalents of $32.5 million. .

FINANCIAL ANALYSIS

SWG?’s Financial Capability

Q.
A.

Why is it necessary to examine SWG’s financial capability?

SWG’s financial capability should be examined and compared to that of BMG’s current
parent, Xcel. If SWG is not capable of providing at least the same level of financial
support as that currently provided by Xcel, then the acquisition may not be in the public
interest. The Commission should find SWG to be a fit and proper entity financially, to
acquire BMG’s CC&N before authorizing the sale. SWG’s financial capability is an

integral part of that determination.

How does the financial community view SWG?
Generally, the financial community regards SWG as a fast-growing utility that keeps pace
with its cash requirements through regular requests for rate relief. The September 20,

2002, edition of The Value Line Investment Survey (“Value Line”) stated the following:

The company’s earnings are benefiting from rate relief. Rate
increases in Arizona and Nevada added about $10 million to
second-quarter operating margin, which led to a historically
normal $0.35 share loss. Strong customer growth, which is
averaging about 4% annually, added an additional $5 million to
operating margin. But this was essentially offset by the effects of
extremely warm weather in April. Also, though expenses are
tightening up, [SWG] continues to tread water when it comes to
funding the rapid pace of its expansion. To that end, a pending
rate case in California appears pivotal to earnings growth. [SWG]
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is seeking $23.5 mullion over 5 years to recover costs associated
with customer growth and pipeline replacement. The California
Public Utility Commission 1s expected to announce a ruling by the
end of the year, with rate relief possibly becoming effective in
2003.

"

Value Line ranks SWG’s financial strength at “B”. Financial strength is a relative
measure of the financial strength of the 1,700-plus companies reviewed by Value Line.

The relative ratings range from “A++" (strongest) down to “C” (weakest) in nine steps.

How does Value Line rank BMG’s current parent Xcel?

In recent months, Value Line has lowered Xcel's financial strength rating two notches
from “B+" to “C++”. This lowering was mainly due to cash problems caused by its
unregulated subsidiary NRG, which like many power-marketing companies has faced
severe pressures due to low power prices and a heavy debt burden. In its August and
November reports, Value Line recommends that its subscribers avoid purchasing Xcel’s

stock.

As of the date this testimony was filed, Xcel cut its quarterly dividend in half, wrote off its
$2.9 billion investment in NRG, and received a waiver from the SEC allowing its equity
ratio to fall below 30 percent of total capitalization. However, in spite of the financial
problems caused by its unregulated activities, Value Line states in its November report
that Xcel’s utility operations currently remain healthy, generating more than enough cash

to cover their capital spending needs.

Market Risk Comparison

Q.

Is SWG riskier than Xcel in terms of market risk?
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Yes. Market risk is commonly measured by the capital asset pricing model beta.” The
higher the beta, the higher the risk of the company’s stock, and all other things held equal,
the higher its cost of equity. According to the November 29" 2002, edition of Value
Line, Xcel’s beta is .60. SWG’s beta is .70. Therefore, according to standard corporate
finance principles, BMG will be acquired by a company whose common equity is riskier

than BMG’s current parent in terms of market risk.

Financial Impact on BMG

Q.

What financial effect does Staff anticipate the acquisition will have on BMG in the
short term?

Staff anticipates that the acquisition will have little to no financial effect on BMG in the
short term. However, if Xcel’s financial strength and ultimately its bond rating were to
continue to deteriorate in the near term, this could have negative implications for BMG if

it were to remain an Xcel subsidiary.

Both Moody’s Investors Service (“Moody’s”) and Standard and Poor’s (“S&P”) rank
SWG’s and Xcel’s debt as adequate/medium grade. On September 5, 2002, Moody’s
lowered Xcel’s corporate debt rating one notch, from Baa2 to Baa3, with an outlook for
possible further downgrades. S&P ranks Xcel one notch higher than SWG, and SWG
remains on “negative outlook™ due to high leverage, lagging regulatory recovery, and

elevated capital expenditures due to customer growth (see Table 1).

3 Market tisk, also known as systematic risk, is the risk related to economy-wide perils that threaten all businesses
such as changes in interest rates, inflation, and general business cycles. Market risk cannot be avoided regardless of
how diversified a portfolio is and it is the only type of risk that affects the cost of equity.
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Table 1*
SWG Xcel
Moody’s Baa2 Baa3 (neg outlook)
Standard & Poors BBB- (neg outlook) BBB

Based on the above analysis, BMG may not see a substantial increase in its access to
capital due to its acquisition by SWG. However, the proposed transaction would prevent

BMG from being exposed to the possible worsening financial condition of Xcel in the

near term.

Q. Is Staff able to quantify the long-term financial effect the acquisition will have on
BMG?

A. No. The long-term financial effect the acquisition will have on BMG is uncertain because

the risk profiles of utility holding companies are ever-changing. Under SWG, BMG will
be part of a utility whose regulated operations accounted for 85 percent of its revenues in
2001. In contrast, Xcel’s regulated utility operations accounted for only 66 percent of
total revenues in 2001. Xcel’s recent write off of NRG, however, may signal a long-term

shift back to core regulated utility operations.

Q. What are SWG’s long-term diversification plans?
A. According to a response to a Staff data request, SWG’s business strategy *is to focus on
its local natural gas distribution business and evaluate and pursue sensible strategic

opportunities as they may arise.”

Q.  Whatis Staff’s overall assessment of the financial impact of the acquisition on BMG?

* See Exhibit JMR-1 for descriptions of bond ratings.
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A. SWG has at least the same level of financial capability as Xcel. While BMG may not see
any significant short-term financial benefits resulting from the acquisition, under SWG it
will be shielded from the near-term company-specific risks that Xcel currently faces. In

terms of market risk, SWG is riskier than Xcel.

The Acquisition Adjustment
Q. How does SWG propose to treat the acquisition adjustment in this case?

A. In response to RUCO data request RUCO 1-2(D), SWG stated:

, 1t is appropriate to address the

ratemaking treatment of the acquisition adjustment in this proceeding. Addressing any
potential ratemaking treatment of the acquisition adjustment in this proceeding benefits

the Company and ratepayers by reducing uncertainty regarding future rates.
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1y Q. What is Staff’s recommendation regarding any future ratemaking treatment of the
2 acquisition adjustment?
3] A Staff recommends a condition that prohibits SWG from seeking recovery of any
4 acquisition adjustment. The amount to which a utility is entitled to a fair return is the cost
5 incurred for the public benefit. The public benefit is not tied to the amount paid. The cost
6 incurred by the first utility to devote plant to public service is the cost known to benefit the
7 public. Further, the proposed acquisition does not involve a severely distressed company
8 being acquired for the sole purpose of improving such things as service and safety for the
9 public benefit.

10
11 Access to Information

124 Q. What does Staff conclude about its ability to obtain information from SWG versus

13 BMG/Xcel?

144 A. Staff concludes that there will likely be no change in its access to information from SWG
15 versus BMG/Xcel. While much of the information requested from BMG in this and in
16 recent dockets was provided by Xcel corporate personnel located in Minnesota, Staff has
17 experienced few difficulties in obtaining such information. Likewise, with the exception
18 of receiving late responses to some data requests in this docket, Staff has experienced few
19 difficulties in obtaining information from SWG at the local and corporate levels.

20

21| CONSUMER SERVICES ANALYSIS

221 Q. Has Staff reviewed the complaint history of SWG versus BMG/Xcel?

231 A Yes. Staff’'s Consumer Services section provided information detailing the complaint
24 history of SWG and BMG while under Xcel, from 2000 through the filing of this
25 testimony. According to the data, the number of complaints per 10,000 customers for this
26 approximately three-year period is one for SWG and eight for BMG.




10
11

12
13

14
15
16
17
18
19
20
21

22
23
24
25
26

Direct Testimony of Joel M. Reiker
Docket No. G-01551A-02-0425
Page 13

CONCLUSIONS AND RECOMENDATIONS

Q.

What is Staff’s function regarding its decision whether to recommend approval
SWG’s acquisition of BMG?

Staff believes that the Commission should find any such acquisition to be in the public
interest before approving an application. In examining the question of “public interest,”
Staff believes the Commission should look for public interest in the acquisition of the
stock, the subsequent transfer of assets, the transfer of the CC&N, and in any direct
consumer benefits. In Staff’s opinion, the acquisition, as proposed, offers no obvious and

significant immediate consumer benefit.

What is Staff’s conclusion whether the proposed acquisition is in the public interest?
Staff concludes that SWG’s proposed acquisition of BMG’s stock and the subsequent
transfer of the assets and CC&N of BMG to SWG as proposed. is not obviously in the
public interest without conditions. The transaction could be consistent with the public
interest provided the Commission adopts the conditions set forth below; in particular
condition 5, which provides an obvious and significant direct benefit to ratepayers.
Furthermore, Staff concludes that when BMG 1is dissolved as a corporate entity, SWG

would be a fit and proper entity to recetve the CC&N previously granted to BMG.

What is staff’s recommendation regarding the affiliated interests rules?

Staff recommends that, with the adoption of Staff’s conditions, the Commission waive
compliance with the affiliated interests rules in this case. A.A.C. R14-2-806(A) reads,
“The Commission may waive compliance with any of the provisions of this Article upon a
finding that such waiver is in the public interest.” With conditions, Staff believes a waiver

is in the public interest. SWG represents that BMG will be dissolved within twelve
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months of the stock purchase (and its operations will be merged into SWG’s). Therefore,

the reorganization of a public utility holding company is incidental in the overall

transaction.

subsequent transfer of BMG’s assets and CC&N to SWG, and waiving compliance with

the affiliated interests rules, subject to the following conditions:

l.

What are Staff’s recommendations?

Staff recommends approving SWG’s proposed acquisition of BMG’s stock and

SWG shall not seek future rate recovery of any acquisition adjustment related to the

acquisition.

SWG shall not seek recovery of any costs associated with the acquisition, including

internal corporate costs, in any future Arizona rate proceeding.

SWG shall not allow the quality of service in either the current SWG or BMG service
territories to diminish as a result of the acquisition. The number of service complaints
should not increase, the response time to service complaints should not increase, and

service interruptions should not increase.

SWG shall not use any utility plant or other property, that is used or necessary for the
provision of utility service, for any unregulated activity unless SWG maintains
appropriate books and records of account detailing the nature of such unregulated
activity and providing appropriate allocations between activities relating to SWG’s
provision of utility service and the unregulated activity. SWG’s books and records

concerning all unregulated activities shall be subject to the Commission’s review and
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5.

7.

shall be made available in the Phoenix metropolitan area or, at the Commission’s

request, where the records are maintained, on ten days notice.

BMG shall dissolve as a corporate entity on or before July 1, 2004. At the completion
of the dissolution, BMG shall file a notice within this docket attesting to the specific
date that the BMG dissolution was completed (herein referred to as the “noticed date™).
Upon the noticed date of dissolution, the transfer of BMG’s CC&N to SWG shall be
deemed effective. As well, SWG’s authorized natural gas rates and charges in their
entirety shall be deemed the authorized rates and charges for Cave Creek division
customers’ effective the noticed date of BMG’s dissolution. If BMG fails to complete
dissolution by July 1, 2004, as discussed above, BMG shall file a sufficient rate
application with the Arizona Corporation Commission on or before July 1, 2004.
Please note that this condition shall not limit Staff’s ability to initiate a rate case at any
time. Furthermore, in no case shall the currently authorized BMG rates and charges
remain in effect beyond July 1, 2004, without BMG initiating a sufficient rate

application with the Commission.

The Cave Creek Division PGA mechanism shall be merged with Southwest’s PGA

mechanism on the date of Black Mountain’s completed dissolution.

If SWG fails to sell BMG’s Page Propane Division at or prior to the perfected
dissolution of BMG, SWG shall take all appropriate and timely steps to ensure rates
and charges are in place for the current BMG propane customers, such as: SWG filing
a request to charge BMG’s existing rates, or SWG filing a report amending SWG’s

filing in this case clarifying that BMG as a corporate entity would remain intact for the
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10.

11.

12.

sole purpose of providing the same propane service as BMG’s Page Division currently

provides in its propane operations.

If SWG fails to file for Commission approval of the sale of BMG’s Page Division
within 18 months of the Commission’s approval of SWG’s acquisition of BMG, the
Page Division should within 19 months of a decision in this case make a filing for
Commission approval to begin offering the Page Division propane customers service
options that are currently available to SWG’s customers. Such services include, but
are not limited to, a low income discount tariff for residential customers, a balanced
payment plan option, an online bill payment option, and applicable demand-side

management programs.

SWG shall continue to maintain the existing emergency isolation valves in all current

BMG service areas.

During the 2002 Code Compliance Audit, BMG stated that it was installing additional
emergency isolation valves (approximately 34). If at the time of the Stock transfer
from Xcel to SWG, BMG has not completed the installation of all currently planned
valves for the Cave Creek Division, SWG shall complete the installation of those said

valves no later than May 1, 2003.

SWG shall not allow the acquisition to diminish staffing that would result in service

and/or safety degradation in either the current SWG or BMG service territories.

SWG shall continue to maintain fully operational local field offices in the cities of

Cave Creek and Page, as appropriate, to maintain the quality of service.
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Q. Which Staff witnesses are sponsoring these conditions?

A. I am sponsoring conditions 1 through 4. Mr. Robert G. Gray is sponsoring conditions 5

Q. How could SWG have demonstrated an obvious and significant immediate consumer

A. SWG could have proposed applying SWG’s existing tariffs to BMG’s Cave Creek

Q. Does this conclude your direct testimony?

A, Yes, it does.
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13. SWG shall continue BMG's current policy of not using contract personnel for the

performance of underground pipeline locating.

14. SWG or BMG shall complete all mapping of the BMG pipeline system no later than

May 1, 2003, as agreed to by BMG during its 2002 Code Compliance Audit.

through 8. Mr. Robert Miller is sponsoring conditions 9 through 14.

benefit in its application?

division upon the stock transfer.  The rates issue is further discussed in the direct

testimony of Robert G. Gray.
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Standard & Poors Corporation Bond Ratings

AAA
AA
A
BBB
BB

B

CCC
cC
C

Cl

D

Plus (+)/Minus {-)

Highest

Very strong capacity to pay interest and repay principal.

Strong capacity to pay interest and repay principal.

Adequate capacity to pay interest and repay principal.

Faces major ongoing uncertainties...which could lead to inadequate capacity
to meet timely interest and principal payments.

Vuinerability to default but currently has the capacity to meet interest payments
and principal repayments.

Currently identifiable vulnerability to default.

Subordinated to CCC debt.

Subordinated to CCC- - debt.

Income bonds on which no interest is being paid.

In default.

The ratings from "AA' to 'B' may be modified by the addition of a plus or minus
sign to show relative standing within the major ratings categories.

Moody's Investors Service, Inc. Bond Ratings

Aaa
Aa
A

Baa
Ba

Caa
Ca

Judged to be of the best quality.

Judged to be of high quality by all standards.

Possess many favorable investment attributes and are to be considered as
upper medium grade obligations.

Considered as medium grade obligations.

Judged to have speculative elements.

Generally lack characteristics of the desirable investment.

Are of poor standing.

Speculative in a high degree.

Lowest rated class of bonds.

Moody's applies numerical modifiers 1, 2, and 3 in each generic rating classification
from Aa through B. The modifier 1 indicates that the company ranks in the higher end
of its generic rating category.

Fitch Investors Service, Inc. Bond Ratings

AAA .

AA

A

BBB

BB

B

CCC

CC

C

DDD, DD, and D

Plus (+)/Minus (-)

Bonds considered to be investment grade and of the highest quality.

Bonds considered to be investment grade and of very high credit quality.

Bonds considered to be investment grade and of high credit quality.

Bonds considered to be investment grade and of satisfactory credity quality.

Bonds are considered speculative.

Bonds are considered highly speculative.

Bonds have certain identifiable characteristics which, if not remedied, may lead to defauit.
Bonds are minimally protected.

Bonds are in imminent default.

Bonds are in default on interest and/or principal payments.

Plus and minus signs are used with a rating symbol to indicate the relative position
of a credit within the rating category.
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EXECUTIVE SUMMARY
SOUTHWEST GAS CORPORATION
DOCKET NO. G-01551A-02-0425

The following recommendations were prepared in response to Southwest Gas Corporation’s
(“SWG" and/or “Southwest”) Application requesting approval of SWG's proposed
acquisition of Black Mountain Gas Company ("BMG™ and or "Black Mountain™).

Staff’s recommendations are as follows for the Cave Creek Division:

1. BMG shall dissolve as a corporate entity on or before July 1. 2004. At the
completion of the dissolution, BMG shall file a notice within this docket attesting to the
specific date that the BMG dissolution was completed (herein refered to as the “noticed
date™).

Upon the noticed date of dissolution, the transfer of BMG’s CC&N to SWG shall be
deemed effective. As well, SWG's authorized natural gas rates and charges in their entirety
shall be deemed the authorized rates and charges for Cave Creek Division customers’
effective the noticed date of BMG's dissolution.

If BMG fails to complete dissolution by July 1, 2004, as discussed in above, BMG
shall =~ file a sufficient rate application with the Arizona Corporation Commission
(“Commission” or “ACC”) on or before July 1. 2004. Please note, this condition shall not
limit Staff’s ability to initiate a rate case at anytime.

Furthermore, in no case shall the currently authorized BMG rates and charges remain
in effect beyond July 1, 2004, without BMG initiating a sufficient rate application with the

Commission.

2. The Cave Creek Division PGA raechanism shall be merged with Southwest’s PGA
mechanism on the date of Black Mountain’s completed dissolution.

Staff’s recommendations are as follows for the Page Division:

. If SWG fails to sell BMG’s Page Propane Division at or prior to the noticed date of
BMG’s dissolution, SWG shall take all appropriate and timely steps to ensure rates and
charges are in place for the current BMG propane customers, such as: SWG filing a request
to charge BMG’s existing rates, or SWG filing a report amending SWG’s filing in this case
clarifying that BMG as a corporate entity would remain intact for the sole purpose of
providing the same propane service as BMG’s Page Division currently provides in its
propane operations.

2. If SWG fails to file for Commission approval of the sale of BMG’s Page Division
within 18 months of the Commission’s approval of SWG's acquisition of BMG, the Page
Division should within 19 months of a decision in this case make a filing for Commission
approval to begin offering the Page Division propane customers service options that are
currently available to SWG’s customers. Such services include, but are not limited to, a low
income discount tariff for residential customers, a halanced payment plan option, an online
bill payment option, and applicable demand-side management programs.
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INTRODUCTION

Q. Please state vour name and business address.

A. My name is Robert Gray. My business address is 1200 West Washington, Phoenix.
Arizona 85007.

Q. By whom are you employed and in what capacity?

A [ am employed by the Ultilities Division of the Arizona Corporation Commission
(“Commission”) as a Senior Economist.” My duties include the evaluation of natural gas
and electric industry issues and formulation of Staff recommendations to the Commission.
A copy of my resume is provided in Exhibit RG-1.

Q. As part of your employment responsibilities, were you assigned to review matters
contained in Docket No. G-01551A-02-04257

A. Yes.

Q. What is the purpose of your testimony?

A. My testimony will present the Utilities Division Staff’s (“Staff”) position related to the

acquisition of Black Mountain Gas (“Black Mountain™) by Southwest Gas (“Southwest”)
with regard to the rates to be paid by current Black Mountain customers as a result of the
acquisition. purchased gas adjustor issues, gas procurement issues. and other

rates/services.

CAVE CREEK DIVISION

IMPACT OF ACQUISITION ON CUSTOMER RATES

Q.
A.

Please describe Black Mountain’s Cave Creek Division.

The Cave Creek Division is located in the northeastern section of the Phoenix
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metropolitan area and is served with natural gas. As of the monthly Purchased Gas
Adjustor (*PGA") report filed at the end of October, 2002, the Cave Creek Division serves
7.560 residential customers and 211 commercial customers. with sales of 6,179,732
therms from October 2001 through September 2002. The Cave Creek Division receives
its natural gas supplies from two sources, Southwest (through Southwest’s Schedule G-95)
and the El Paso Natural Gas Company (“El Paso™) pipeline system under Black

Mountain’s FT-2 full requirements contract with El Paso.

Has Southwest made any proposals regarding the treatment of rates paid by Black
Mountain’s Cave Creek Division customers as a result of the acquisition?

Yes. In Southwest's application for approval of the acquisition, Southwest proposes to
retain the current margin rates for Cave Creek Division customers until the next Southwest
general rate proceeding, at which time Southwest anticipates that former Black Mountain

customers would begin paying the same rates as other Southwest customers. With the

exception of the existing Cave Creek Division margin rates, Southwest has further

proposed to apply all of its charges, terms, and conditions of service to Cave Creek

Division customers after the acquisition is completed.

Does Staff agree with Southwest’s recommendation that the current Black Mountain
margins for the Cave Creek Division be retained until Southwest’s next rate
proceeding?

No. Currently Southwest generally has smaller margins in its current tariffed rates than
Black Mountain does. For example, a comparison of the existing residential tariffs shows
that Black Mountain’s margin of $0.62357 per therm is substantially higher than
Southwest’s margin, which is $0.48762 for the first block (20 therms in the summer and

40 therms in the winter) and $0.40344 per therm for the second block. Similarly a

1
|
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comparison of existing general commercial tariff rates shows that Black Mountain’s
margin of $0.62357 per therm is substantially higher than Southwest’s margins of
$0.38024 per therm for small commercial customers and $0.27211 per therm for medium

commercial customers.

Continued application of the higher Black Mountain margins to Cave Creek Division
customers after Black Mountain is dissolved into Southwest would inequitably burden the
former Cave Creek Division customers with higher rates than any other similarly situated
Southwest customers in Arizona are paying, for an indeterminate period of time. possibly
until new rates from a future Southwest rate proceeding would ¢o into effect. Under
Southwest’s proposal, Cave Creek customers would be unlikely to see any substantial rate

benefit from the acquisition before a future Southwest rate proceeding.

Further, having a block of almost 8,000 customers in the Cave Creek area paying
substantially higher rates than nearby and otherwise identical Southwest customers for a

significant period of time is likely to lead to customer complaints of inequitable treatment.

What is Staff’s recommendation regarding the margin rates Cave Creek customers
would be charged as a result of the acquisition?

A. BMG shall dissolve as a corporate entity on or before July 1. 2004. At the
completion of the dissolution, BMG shall file a notice within this docket attesting to the
specific date that the BMG dissolution was completed (herein refered to as the “noticed
date™). Upon the noticed date of dissolution, the transfer of BMG’s CC&N to SWG shall
be deemed effective. As well, SWG’s authorized natural gas rates and charges in their
entirety shall be deemed the authorized rates and charges for Cave Creek Division

customers’ effective the noticed date of BMG’s dissolution. If BMG fails to complete
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dissolution by July 1. 2004, as discussed in above. BMG shall file a sufficient rate
application with the Arizona Corporation Commission (“Commission™ or “"ACC”) on or
before July 1, 2004. Please note, this condition shall not hmit Staff’s ability to initiate a
rate case at anytime. Furthermore, in no case shall the currently authorized BMG rates

and charges remain in effect beyond July 1. 2004, without BMG 1nitiating a sufficient rate

application with the Commission.

This course of action would result in the Cave Creek customers, once they become
Southwest customers, being charged the same rates as all other similarly situated
Southwest customers, thereby avoiding any on-going rate disparity. This would also

provide Cave Creek customers with the tangible benefit of lower rates from the

acquisition.

Further, Southwest has proposed to change all other rates and rate components apart from
the Cave Creek margin rates. [t is more straightforward and simple to convert all the rates
and rate components at once, rather than changing some rate components now and leaving

the margin rates until later. Piecemeal conversion of rates could result in customer

confusion.

Could Southwest or BMG avoid such rate disparities and the possible problems such
rate disparities might cause?

Yes. Southwest or BMG could voluntarily agree to either implement the existing
Southwest rates for the current Black Mountain Cave Creek Division customers at the
time the stock transfer is completed, or to file shortly thereafter to implement Southwest’s
rates for these customers. This would result in an immediate and substantive reduction in

rates for most Cave Creek Division customers and would avoid possible confusion during
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the interim period between when the Commission would approve the acquisition and
when Southwest’s rates would be applied to the current Black Mountain Cave Creek

Division customers.

Please compare and contrast the impact on each existing Cave Creek Division rate
class of retaining the existing Cave Creek Division rates or adopting Southwest’s
rates.

The following questions and answers address the rate differences for each class of the
existing Cave Creek Division rates and Southwest rates. For comparison purposes, the
rates used are those reflected in Southwest’s response to the Residential Utility Consumer
Office (“RUCQO") Data Request BLKMTN-1-13, which is attached to this testimony as
Exhibit RG-2. Given that the monthly PGA rate for both Southwest and the Cave Creek
Division has not changed since early 2002, the rates reflected in the above referenced data
request are reflective of the rates paid by Southwest and Cave Creek Division customers

through much of 2002. The only adjustment Staff has made to the numbers provided by

Southwest in this data request is that Staff has used Southwest’s cost of gas values for

both sets of rates, to provide a consistent basis for comparison. Exhibit RG-3 contains a

summary comparison of customer bills under the two sets of rates. Staff’s review of the

bill impacts on Cave Creek customers utilizes the bill count information for the 1999 test

year used in the Cave Creek Division’s most recent rate proceeding. There does not

appear to be any reason why the usage characteristics reflected in the 1999 test year would

be substantively different than current usage characteristics.

How would Cave Creek Division residential customers be impacted by a switch to

Southwest’s residential tariff(s)?
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Southwest’s residential rates reflect substantially lower margin rates, with Black
Mountain’s margin of $0.62357 per therm eclipsing Southwest’'s margin, which is
$0.48762 for the first block (20 therms in the summer and 40 therms in the winter) and
$0.40344 per therm for the second block. However, Southwest has a higher customer

charge of $8.00, compared to Black Mountain’s $6.00 customer charge.

Based upon an average monthly usage level of 59 therms, the average Cave Creek
residential customer would see a reduction in his’her average bill from $72.73 under the
BMG Cave Creek Division rates to $63.43 under Southwest’s rates. The vast majority of
this reduction would be concentrated in the heating season months, both due to high usage
levels in those months and the greater impact that Southwest’s lower second block in the
rate structure will have during winter months. A comparison of monthly bills at various
usage levels indicates that Cave Creek customers would see a lower monthly bill in

months when they use 15 or more therms.

How would Cave Creek Division commercial customers be impacted by a switch to
Southwest’s commercial tariff(s)?

Southwest’s commercial rates reflect substantially lower margin rates for both small and
medium commercial customers. Under Southwest’s tariff, a small commercial customer
uses up to 600 therms per month, a medium commercial customers uses more than 600 but
less than 15,000 therms per month, and a large commercial customer uses more than
15,000 therms per month. The BMG Cave Creek Division rates schedules do not divide
commercial customers into different classes based upon usage levels. It does not appear
that any of Black Mountain’s commercial tariff customers would switch to Southwest’s
large commercial tariff rates. Southwest’s margins of $0.38024 per therm for small

commercial customers and $0.27211 per therm for large commercial customers are much
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lower than Black Mountain’s commercial tariff’s margin rate of $0.62357 per therm.
However, Southwest’s customer charges of $20.00 for small commercial customers and
$90.00 for medium commercial customers are higher than Black Mountain’s $15.00
customer charge. The effect that was seen with residential customers happens again with
commercial customers, with all but very low usage commercial customers benefiting from

a switch to Southwest’s rates.

Based upon an average monthly usage level of 437 therms, the average Cave Creek
commercial customer would see a reduction in his/her average bill from $505.06 under the
BMG Cave Creek Division rates to $403.73 under Southwest’s small commercial rates. A
comparison of monthly bills at various usage levels indicates that Cave Creek customers
would see a lower monthly bill in months when they use 21 or more therms.

A medium commercial customer using 2,000 therms a month would see a reduction in
his/her bill from $2,257.86 under the BMG Cave Creek Division rates to $1,629.94 under
Southwest’s rates. A comparison of monthly bills at various usage levels indicates that
Cave Creek customers who would qualify as medium commercial customers would see a

lower monthly bill in months when they use 214 or more therms.

Q. What other customers does the Cave Creek Division have, other than those served

through the residential and commercial tariffs?

A. The vast majority of the Cave Creek Division’s customers are served under the residential

and commercial tariffs. A very small number of customers are served under the Cave
Creek Division’s Resort, Gas Air Conditioning, Cogeneration, and Compressed Natural
Gas (CNQ) tariffs. According to the 1999 test year bill counts, there were less than 20
customers served on these tariffs, with most of these customers on the Resort tariff. [t

should be recognized that the CNG tariff was not in effect during 1999.
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How would Cave Creek Division customers served under the Resort, Gas Air
Conditioning, Cogeneration, and CNG tariffs be impacted by a switch to Southwest’s
comparable tariff(s)?

For Resort tariff customers, Southwest’s margin rates are significantly lower, whether the

customers switch to small commercial service or medium commercial service. The BMG

‘Resort tariff customer charge of $30.00 is higher than Southwest’s small commercial

customer charge of $20.00, but less than Southwest’s medium commercial customer
charge of $90.00. Therefore, customers switching to the small commercial tariff would
see savings regardless of usage levels, while customers switching to the medium
commercial tariff would see savings if their monthly usage i1s 171 therms or greater. A
small commercial customer using 300 therms would see a reduction from $366.43 to
$283.43. A medium commercial customer using the 1999 monthly average usage of 991

therms would see a reduction from $1,141.34 to $853.04.

For gas air conditioning tariff customers, a customer would see an increase of the
customer service charge from $6.00 to $20.00 and a shight reduction in the per therm rate.
assuming the customer switches to Southwest’s commercial air conditioning tariff,
Schedule G-40. A comparison of bills under the two rate structures indicates that
customers would see very little difference in his/her monthly bills due to a switch from
BMG Cave Creek rates to Southwest rates. This is understandable, given that when the
BMG Cave Creek CNG tanff was implemented, it was based at least to some extent on
Southwest’s CNG tariff. A customer using 1,000 therms per month would see a miniscule

increase in his/her bill from $593.86 to $593.99 by switching to Southwest’s rate.
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For customers served under the Cave Creek Division’s cogeneration tariff, customers
would see an increase in their customer service charge from $30.00 to $90.00 and a
decrease in their per therm rate from $0.55786 per therm to $0.53713 per therm under
Southwest’s Schedule G-60. Again. the bill comparisons indicate that cogeneration
customers would see very little change in their bills as a result of switching from BMG
Cave Creek Division rates to Southwest rates. For example, a cogeneration customer
consuming the 1999 average usage level of 4.174 therms per month would see his/her
monthly bill reduced from $2,258.51 to $2,331.98. It should be noted that for
cogeneration customers, the long term impacts of the switch to Southwest rates is less
clear due to the manner in which Southwest calculates the gas cost portion of its G-60 rate.
The gas cost rate for this class (and Southwest’s G-80 class) is reset every six months,
based upon fixed price purchases Southwest makes for these specific customer classes.
Therefore, if there is a significant shift in the gas cost for Schedule G-60, that would
impact the currently small differential between Black Mountain and Southwest rates for

cogeneration customers.

For customers served under the BMG Cave Creek Division CNG tariff, there would be an
increase in the customer charge from $6.00 to $8.00 and an increase in the per therm rate
from $0.55786 to $0.5872 per therm. Such customers would see a small increase in rates
regardless of usage levels. As previously noted, this tariff was introduced after the rate
case where the 1999 test year was utilized, so there is not any bill count information
available for this class of customers from the 1999 test year. However, in Black
Mountain’s filing for approval of the tariff, it assumed there would be a typical usage of
52 therms per month, so Staff has used this typical usage to show an example of the rate
change impact in this case. A CNG customer using 52 therms would see an increase in

his/her monthly bill from $35.01 to $38.53.
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Please summarize vour findings regarding the rate impacts on Cave Creek Division
customers of switching to Southwest’s tariffed rates.

Most BMG Cave Creek Division customers would see a significant rate decrease if they
were switched to the applicable Southwest tariffs as a result of the proposed acquisition.
For the residential and commercial tariffs, which represent upwards of 99 percent of Cave
Creek Division customers according to the 1999 bill count information, only some very
low usage residential and commercial tariff customers would experience slightly higher
monthly bills, which would primarily be summer residential bills. Such customers would
in all likelihood more than make up for thetr slightly higher summer bills with significant

bill savings during the winter heating season.

PURCHASED GAS ADJUSTOR

Q.

Has Southwest made any recommendations regarding the Cave Creek Division’s
purchased gas adjustor?

Yes. In Southwest’s application, the company states that it intends to merge the PGA
bank balances of Southwest and the Cave Creek Division and apply Southwest’s cost of
gas to Cave Creek Division customers after the approval of the acquisition. Further,
Southwest has indicated that it would apply a 12 month PGA surcharge or credit to Cave
Creek Division customers to account for any over or under-collection in the Cave Creek
PGA bank balance at the time of the approval of the acquisition. During the 12 month
period when the PGA surcharge or credit is in place, Cave Creek Division customers
would not be subject to any PGA surcharge or credit in place for other Southwest

customers.

Does Staff have any recommendations regarding the PGA mechanism?
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A.

Yes. I recommend that the Cave Creek PGA mechanism. cost of gas reflected in the tariff,
and PGA bank balance be merged with their counterparts at Southwest on the BMG
dissolution completion date stated in a Notice to be filed in this docket. This would
coincide with Staff’s recommended implementation of Southwest’s rates in the Cave
Creek Division. In the interim period, to the extent Southwest begins purchasing gas for
Black Mountain, Southwest could allocate a pro rata share of its Arizona purchases to
Black Mountain to meet Black Mountain’s needs. To the extent such an implementation
plan raises operational or technical issues for Southwest. Staff is ready and willing to work
with the company to address those issues. Regarding the structure and function of the
PGA mechanism, there should be no changes to the PGA mechanism in this proceeding
for either Southwest or Black Mountain from the PGA mechanism that was implemented

by Commission Decision No. 61225 (October 30, 1998) and subsequent decisions.

Does Staff have any recommendations regarding the Cave Creek Division’s PGA
bank balance?

No. Currently both the BMG Cave Creek Division and Southwest Gas have sizable
overcollected PGA bank balances. However it cannot be assumed that at the time the
Commission acts on the acquisition that these sizable overcollections will exist for one or
both companies. It is likely that between now and any approval of the acquisition that
Arizona will have experienced some or all of the 2002-2003 heating season. Natural gas
prices are very volatile and it i1s possible that factors such as a cold winter, higher demand,
or declining production rates could lead to some form of price spike during the heating
season that could impact the overcollected PGA bank balances. Staff does not
recommend any specific action regarding the PGA bank balances at this time. Staff and
Southwest typically have on-going discussions regarding PGA matters such as the PGA

bank balance. If some form of action is required in relation to the PGA bank balances at
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the time of Black Mountain’s stated dissolution. such action could be initiated by Staff or
Southwest. As with the conversion of rates from the BMG Cave Creek Division’s to
Southwest’s, Staff is willing to work with the company to address any operational or

technical details which may arise.

OTHER RATES/SERVICES

Q.

Does Staff recommend that Southwest’s miscellaneous service charges be adopted for
the Cave Creek Division customers at the time Black Mountain is stated to be
completely dissolved?

Yes. Exhibit RG-4 shows a comparison of the miscellaneous service charges for
Southwest and Black Mountain’s two divisions. Southwest’s miscellaneous service
charges are generally less than the existing charges in the Cave Creek Division and
therefore it is expected that Cave Creek Division customers would benefit from adoption

of Southwest’s miscellaneous service charges.

GAS SUPPLY PROCUREMENT

Q.

Does Staff believe that the proposed acquisition of Black Mountain will have a
discernable impact on Southwest’s gas procurement activities?

No. Given the relative size of Southwest and Black Mountain, the addition of Black
Mountain’s natural gas needs will represent a very small increment of additional gas

demand for Southwest to acquire.

Please discuss the impact Southwest’s acquisition of Black Mountain could have on
the procurement of natural gas supplies for the Cave Creek Division’s customers.
The high level of uncertainty in a number of dockets at the Federal Energy Regulatory

Commission (“FERC”) regarding pipeline capacity rights on the El Paso pipeline system
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complicates efforts to compare and contrast gas supply procurement with or without
Southwest’s acquisition of Black Mountain. However, even in such uncertain times, it is
possible to consider possible advantages or disadvantages of different gas supply
procurement scenarios. - The two major aspects of gas supply procurement are the
purchasing of the natural gas commodity and the acquisition of pipeline capacity rights on
the interstate pipeline system to deliver the natural gas commodity to the local distribution
company’s (“LDC”) service area. As with the entire Phoenix metropolitan area, the Cave
Creek Division is entirely dependent on the El Paso pipeline system to meet its gas supply

needs.

On the El Paso pipeline, both Southwest and Black Mountain are currently full
requirements shippers. However, Southwest is considered an FT-1 shipper (a large full
requirements shipper), while Black Mountain is considered an FT-2 shipper (a small full
requirements shipper). Historically, the contracts rights of FT-1 and FT-2 shippers have
been similar. However, under proposals currently being considered at the FERC, FT-1
shippers, including Southwest, would be forcibly converted to contract demand (“CD™)
contracts, which will greatly reduce the operational flexibility of such shippers as they try
to access preferable gas supplies. Due to their insignificant size on the El Paso system. it
appears highly likely that any new capacity allocation proposal adopted by the FERC
would allow FT-2 shippers to retain their full requirements rights. Under such full
requirements rights, Black Mountain could source all of its gas supplies out of the supply
basin of its choice, while Southwest’s likely CD rights would be more restricted in how
much gas can be sourced from each supply basin. The pipeline capacity allocation issues
currently before FERC have implications for Cave Creek Division customers whether

Southwest acquires Black Mountain or not.
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Q. Please discuss the possible advantages or disadvantages of Southwest’s acquisition of

Black Mountain on the procurement of gas supplies to serve Cave Creek Division

customers.

A. While Southwest is a much larger southwestern LDC than Black Mountain, Black

Mountain’s parent company, Xcel Energy, also has large LDC operations. Therefore.
whether Black Mountain is acquired or not, the Cave Creek Division customers are likely
to be served by an organization with a significant amount of gas procurement expertise.
However, it is possible, given Southwest’s focus on southwestern natural gas markets, that

such. a regional focus could lead to some benetfits in the procurement of gas supplies.

Regarding the on-going FERC matters, Cave Creek Division customers are likely to be
more directly impacted in the short term if they are part of Southwest than if they remain
with Black Mountain. As noted before, Black Mountain purchases some of its’ gas |
supplies through its FT-2 contract with El Paso and some of its supplies from Southwest
through Schedule G-95. If the acquisition is approved, it is likely that Black Mountain’s
FT-2 contract rights would be converted into CD rights and be combined with what are
likely to be Southwest’s new CD rights on El Paso. The main implication of this would
likely be that rather than being able to source all of its gas supplies for the Cave Creek

Division customers from the most inexpensive supply basin under Black Mountain’s FT-2

contract, some portion of the gas to serve these customers would likely have to be sourced

from higher priced basins.

Regarding the portion of Black Mountain’s gas supplies that are purchased through
Southwest’s Schedule G-95, these gas costs would be impacted by any increase in costs

which Southwest would experience as a result of the on-going proceedings at FERC.
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In summary, although benefits are possible, it is not clear that there will be any substantive
gas supply procurement benefit to Cave Creek Division customers as a result of the
proposed acquisition and it is possible that the cost of gas to serve Cave Creek Division
customers could actually increase as a result of the acquisition. This is in large measure
due to the uncertainty of Southwest’s future contract rights and related costs at stake in the

current FERC proceedings.

PAGE DIVISION

IMPAC't OF ACQUISITION ON CUSTOMER RATES, PURCHASED GAS ADJUSTOR.

AND OTHER RATES/SERVICES

Q.
A.

Please describe Black Mountain’s Page Division.

The Page Division is located in Page, Arizona and is served with propane. As of the
monthly PGA report filed at the end of October, 2002, the Page Division serves 1,106
residential customers and 197 commercial customers, with sales of 1,134,340 therms from
October 2001 through September 2002. The Page Division is a stand-alone propane
distribution system and receives its propane supplies by truck delivery from out-of:state

propane suppliers.

Has Southwest made any proposals regarding the treatment of rates paid by Black
Mountain customers as a result of the acquisition?

For the Page Division, Southwest anticipates that the existing rates would be unaffected
by the acquisition and Southwest further anticipates sale of the Page Division within 12
months of completion of its acquisition of Black Mountain. Southwest has not proposed

any changes to the Page Division’s PGA mechanism or PGA bank balance.
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Should the Page Division receive treatment similar to that which Staff has
recommended for the Cave Creek Division?

The Page Division’s geographical i1solation, the uniqueness of its propane operations in
comparison to Southwest’s other Arizona operations and Black Mountain's Cave Creek
Division operations, and the fact that Southwest has indicated that it intends to sell the
Page Division within 12 months of its acquisition of Black Mountain. are compelling
reasons why the Page Division may warrant different treatment than that which Staff
recommends for the Cave Creek Division. However, if the Page Division is not sold on a
timely basis, as contemplated in Southwest’s application, steps should be taken to ensure
that Page Division customers receive possible benefits from the purchase of Black

Mountain by Southwest.

Does Staff have any recommendations regarding the Page Division?

Yes. First, if SWG fails to sell BMG’s Page Propane Division at or prior to the noticed
date of BMG’s dissolution, SWG shall take all appropriate and timely steps to ensure rates
and charges are in place for the current BMG propane customers, such as: SWG filing a
request to charge BMG’s existing rates, or SWG filing a report amending SWG’s filing in
this case clarifying that BMG as a corporate entity would remain intact for the sole
purpose of providing the same propane service as BMG’s Page Division currently

provides in its propane operations.

Second, if SWG fails to file for Commission approval of the sale of BMG’s Page Division
within 18 months of the Commission’s approval of SWG’s acquisition of BMG, the Page
Division should within 19 months of a decision in this case make a filing for Commission
approval to begin offering the Page Division propane customers service options that are

currently available to SWG’s customers. Such services include, but are not limited to, a
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l low income discount tariff for residential customers. a balanced payment plan option. an
2 online bill payment option. and applicable demand-side management programs.

4 || SUMMARY i

54 Q. Please summarize vour recommendations.

6 A. Staff’s recommendations are as follows for the Cave Creek Division:

7 1. BMG shall dissolve as a corporate entity on or before July 1, 2004. At the

8 completion of the dissolution, BMG shall file a notice within this docket attesting to the

9 specific date that the BMG dissolution was completed (herein refered to as the “noticed
10 date”). Upon the noticed date of dissolution. the transfer of BMG’s CC&N to SWG shall
11 be deemed effective. As well, SWG’s authorized natural gas rates and charges in their
12 entirety shall be deemed the authorized rates and charges for Cave Creek Division
13 customers’ effective the noticed date of BMG’s dissolution. If BMG fails to complete
14 dissolution by July 1, 2004, as discussed in above, BMG shall file a sufficient rate
15 application with the Arizona Corporation Commission (‘“Commission” or “ACC”) on or
16 before July 1, 2004. Please note, this condition shall not limit Staff’s ability to initiate a
17 rate case at anytime. Furthermore, in no case shall the currently authorized BMG rates
18 and charges remain in effect beyond July 1, 2004, without BMG initiating a sufficient rate
19 application with the Commission.
20

21 ) 2. The Cave Creek Division PGA mechanism shall be merged with Southwest’s PGA

22 mechanism on date of Black Mountain’s completed dissolution.

23

24 Staff’s recommendations are as follows for the Page Division:

25 | L. If SWG fails to sell BMG’s Page Propane Division at or prior to the noticed date of
26 BMG’s dissolution, SWG shall take all appropriate and timely steps to ensure rates and
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charges are in place for the current BMG propane customers. such as: SWG filing a
request to charge BMG’s existing rates, or SWG filing a report amending SWG’s filing in
this case clarifying that BMG as a corporate entity would remain intact for the sole
purpose of providing the same propane service as BMG's Page Division currently

provides in its propane operations.

If SWG fails to file for Commission approval of the sale of BMG’s Page Division within
18 months of the Commission’s approval of SWG’s acquisition of BMG, the Page
Division should within 19 months of a decision in this case make a filing for Commission
approval to begin offering the Page Division propane customers service options that are
currently available to SWG’s customers. Such services include, but are not limited to, a
low income discount tariff for residential customers, a balanced payment plan option, an

online bill payment option, and applicable demand-side management programs.

Does this conclude your testimony?

Yes, it does.
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DOCKET NO.: G-01551A-02-0425

SOUTHWEST GAS CORPORATION
ACQUISITION OF BLACK MOUNTAIN GAS COMPANY
RESIDENTIAL UTILITY CONSUMER OFFICE
DATA REQUEST RUCO-BLKMTN NO. 1
(RUCO-BLKMTN-1-1 THROUGH RUCQO-BLKMTN-1-18)

COMMISSION: ARIZONA CORPORATION COMMISSION

DATE OF REQUEST: AUGUST 6, 2002

Request No. RUCO-BLKMTN-1-13:

Rate Relief - Please provide the following information regarding rate relief;

a.

Does Southwést anticipate a need to file for rate relief within 36 months of the
Commission's approval of the sale and transfer?

Explain the basis for the conclusion to "part 8" and provide documentation to
support this conclusion.

Does Southwest intend to eventually consolidate Black Mountain's rates with its
other Arizona gas rates?

Provide a comparison, by customer class, of Southwest's existing rates with
Black Mountain's existing rates.

Respondent: Pricing

-

Response:

a.

Southwest monitors and evaluates the rasults of its operations to determine if
and when it needs to file for rate ralief. The timing of this filing is independent

of the BMG acguisition.
See response to part a.
Yes.

See attached.
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Monthly
Base Tanff Rate Rate Gas Cost Effective
Description Margin Gas Cost Adiustment Adiustment Tariff Rate
SWG
G-5 - Residentiai Gas Service
Basic Service Charge $ 3.00 S 8.00
Commodity Charge per Therm
Summer May - October):
First 20 Therms 3 0.48762 3 0.37034 3 0.00867 $ 0.12752 S 0.99515
Over 20 Therms b 0.40344 S 0.37034 3 0.00967 H 0.12752 b 0.91087
Winter (November - April):
First 40 Therms S 0.48762 $ 0.37034 $ 0.00967 S 0.12752 $ 0.99515
Over 40 Therms 3 0.40344 3 0.37034 3 0.00867 3 0.12752 s 0.91097
G-25 General Gas Service
Basic Service Charge
Small $ 20.00 - s 20.00
Medium $ $0.00 $ $0.00
Commodity Chargg Per Therm
Smait - All Usage H 0.38024 $ 0.37034 S 0.008€67 $ 0.12782 1 0.88777
Medium - All Usage $ 027211 H 0.37034 N 0.00967 S 0.12752 S 0.77964
BMG
GS-1 Gas Service
Residential $ 6.00 $ 6.00
Commercial $ 15.00 3 15.00
Resort S 30.00 3 30.00
Commodity Charge Per Therm - All Usage $ 0.62357 $ 0.42000 $ - $ 0.06450 S 1.10807
SWG
G-40 Air Conditioning Gas Service
Basic Service Charge Customers otherwise applicable rate.
Commodity Charge Per Therm - All Usage 3 0.07613 H 0.37034 $ - S 0.12752 $ 0.57399
BMG
GA-1 Gas Air Conditioning Service
Basic Service Charge M 6.00 $ 670
Commodity Charge Per Therm - All Usage S 0.08000 $ 0.42000 $ - $ 0.06450 3 0.57450
SWG
G-60 Cogeneration Gas Service
Basic Service Charge Customers otherwise applicable rate.
Commodity Charge Per Therm - All Usage $ 0.08934 3 0.44778 H - 3 - S 0.53713
BMG
CG-1 Cogeneration/Chiller service
Basic Service Charge $ 30.00 S 30.00
Commodity Charge Per Therm - All Usage 3 0.06000 S 0.42000 3 - s 0.06450 S 0.54450
SWG
G-55 Gas Service for Compression
Basic Service Charge
Small $ 20.00 3 20.00
Large $ 170.00 3 170.00
Residential M 8.00 3 8.00
Commodity Charge Per Therm - All Usage $ 0.13305 S 0.37034 5 - 3 0.12752 3 0.63081
BMG
CNG- , Compressed Natural Gas
Basic Service Charge 3 6.00 3 6.00
Commaodity Charge Per Therm - All Usage $ 0.13000 $ 0.42000 $ - 3 0.06450 $ 0.61450
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Comparison of Black Mountain Gas - Cave Creek Division Rates and Southwest Gas Rates

Note: Rates may adjust, due to changes in natural gas costs and their reflection through the PGA mechanism.
With the exception of the cogeneration tariff comparison, the existing Southwest Gas cost of gas data is applied
to both sets of rates to provide a consistent basis for comparison.

Comparisons are based upon rates shown in RUCO Data Request BLKMTN-1-13.

Southwest's cost of gas values are used to provide a consistent basis for comparison.

Residential Service Tariff BMG Cost Components SW Gas Cost Components

BMG - Cave Creek Southwest Gas Base Cost Monthly Rate
Schedule R-1 Schedule G-5 Margin Gas Cost Margin of Gas PGA Rate Adjustment
Basic Service Charge $6.00 $8.00
summer 1st 20 therms - per therm $1.13110 $0.99515 $0.62357 $0.50753 $0.48762 $0.37034 $0.12752 $0.00967
summer after 1st 20 therms - per therm $1.13110 $0.91097 $0.62357 $0.50753 $0.40344  $0.37034 $0.12752 $0.00967
winter 1st 40 therms - per therm $1.13110 $0.99515 $0.62357 $0.50753 $0.48762 $0.37034 $0.12752 $0.00967
winter after 1st 40 therms - per therm $1.13110 $0.91097 $0.62357 $0.50753 $0.40344 $0.37034 $0.12752  $0.00967
Bill Comparisons BMG - Cave Creek Southwest Gas
Summer - 10 therms $17.31 $17.95
Summer - 15 therms $22.97 $22.93
Summer - 30 therms $39.93 $37.01
Summer - 50 therms $62.56 $55.23
Summer - 59 therms $72.73 $63.43
Winter - 15 therms $22.97 $22.93
Winter - 30 therms $39.93 $37.85
Winter - 59 therms $72.73 $65.11
Winter - 75 therms $90.83 $79.69
Winter - 100 therms $119.11 $102.46
Winter - 150 therms $175.67 $148.01
1999 avg. monthly usage 59




Commercial Tariff

Basic Service Charge

per therm rate

Bill Comparisons

20 therms

30 therms
100 therms
200 therms
300 therms
400 therms
437 therms
500 therms
600 therms

1999 avg. monthly usage

Commercial Tariff

Basic Service Charge

per therm rate

Bill Comparisons

213 therms

437 therms

700 therms
1000 therms
2000 therms
3000 therms
4000 therms
5000 therms
6000 therms

1999 avg. monthly usage

BMG - Cave Creek Southwest Gas

Schedule C-1 G-25 (Small)

$15.00 $20.00
$1.12143 $0.87810

BMG - Cave Creek Southwest Gas
$37.43 $37.56
$48.64 $46.34
$127.14 $107.81
$239.29 $195.62
$351.43 $283.43
$463.57 $371.24
$505.06 $403.73
$575.72 $459.05
$687.86 $546.86

437

BMG - Cave Creek
Schedule C-1

$15.00

$1.12143

BMG - Cave Creek
$253.86
$505.06
$800.00

$1,136.43
$2,257.86
$3,379.29
$4,500.72
$5,622.15
$6,743.58

437

Southwest Gas
G-25 (Medium)

$90.00
$0.76997

Southwest Gas

$254.00
$426.48
$628.98
$859.97
$1,629.94
$2,399.91
$3,169.88
$3,939.85
$4,709.82

BMG Cost Components SW Gas Cost OoBvo:mzﬁm
Base Cost Monthly Rate
Margin Gas Cost Margin of Gas PGA Rate Adjustment

$0.62357 $0.49786 $0.38024  $0.37034 $0.12752  $0.00000

BMG Cost Components SW Gas Cost Components
Base Cost Monthly Rate
Margin Gas Cost Margin of Gas PGA Rate Adjustment

$0.62357 $0.49786 $0.27211  $0.37034 $0.12752  $0.00000




Resort Tariff BMG Cost Components SW Gas Cost Components

BMG - Cave Creek Southwest Gas Base Cost Monthly Rate

Schedule CRS-1  G-25 (Small) Margin  Gas Cost Margin  of Gas PGA Rate Adjustment
Basic Service Charge $30.00 $20.00
per therm rate $1.12143 $0.87810 $0.62357 $0.49786 $0.38024  $0.37034 $0.12752  $0.00000

Bill Comparisons BMG - Cave Creek Southwest Gas

30 therms $63.64 $46.34
100 therms $142:14 $107.81
200 therms $254 .29 $195.62
300 therms $366.43 $283.43
400 therms $478.57 $371.24
437 therms $520.06 $403.73
500 therms $590.72 $459.05
600 therms $702.86 $546.86
1999 avg. monthly usage 991
Resort Tariff

BMG Cost Components - SW Gas Cost Components
BMG - Cave Creek Southwest Gas , Base Cost Monthly mm.ﬁm
Schedule CRS-1  G-25 (Medium) Margin  Gas Cost Margin  of Gas PGA Rate Adjustment

Basic Service Charge $30.00 $90.00
per therm rate $1.12143 $0.76997 $0.62357 $0.49786 $0.27211  $0.37034 $0.12752  $0.00000
Bill Comparisons BMG - Cave Creek Southwest Gas
100 therms $142.14 $167.00
171 therms $221.76 $221.66
300 therms $366.43 $320.99
600 therms $702.86 $551.98
991 therms $1,141.34 $853.04
1500 therms $1,712.15 $1,244.96
3000 therms $3,394.29 $2,399.91
6000 therms $6,758.58 $4,709.82
9000 therms $10,122.87 $7,019.73
1999 avg. monthly usage 991




Gas Air Conditioning Service Tariff BMG Cost Components SW Gas Cost Components

BMG - Cave Creek Southwest Gas Base Cost Monthly Rate
Schedule GA-1 Schedule G-40 Margin Gas Cost Margin of Gas PGA Rate Adjustment
Basic Service Charge $6.00 $20.00
per therm rate $0.58786 $0.57399 $0.09000 $0.49786 $0.07613  $0.37034 $0.12752  $0.00000
Bill Comparisons BMG - Cave Creek Southwest Gas
200 therms $123.57 $134.80
400 therms $241.14 $249.60
523 therms $313.45 $320.20
750 therms $446.90 $450.49
1000 therms $593.86 $593.99
1009 therms $599.15 $599.16
1250 therms $740.83 $737.49
1500 therms $887.79 $880.99
1999 avg. monthly usage 523




Cogeneration Tariff BMG Cost Components SW Gas Cost Components

BMG - Cave Creek Southwest Gas Base Cost Monthly Rate

Schedule CG-1 Schedule G-60 Margin Gas Cost Margin of Gas PGA Rate Adjustment
Basic Service Charge $30.00 $90.00
per therm rate $0.55786 $0.53713 $0.06000 $0.49786 $0.08934  $0.44779 $0.00000  $0.00000

Bill Comparisons BMG - Cave Creek Southwest Gas

100 therms $85.79 $143.71
1000 therms $587.86 $627.13
2000 therms $1,145.72 $1,164.26
3000 therms $1,703.58 $1,701.39
4174 therms $2,358.51 $2,331.98
5000 therms $2,819.30 $2,775.65
7000 therms $3,935.02 $3,849.91
9000 therms $5,050.74 $4,924 17

1999 avg. monthly usage 4174

Note: For the cogeneration tariff comparison, Southwest's actual gas cost value was inserted for Southwest's rates.
The gas cost for this tariff is set differently than the gas cost for most other Southwest tariffs.




Compressed Natural Gas Tariffs

Basic Service Charge
per therm rate

Bill Comparisons
25 therms

50 therms

52 therms

75 therms

100 therms

200 therms

500 therms

1000 therms

Estimated Average Usage

BMG - Cave Creek Southwest Gas
Schedule CNG-1  Schedule G-55

$6.00 $8.00
$0.55786 $0.58720
BMG - Cave Creek Southwest Gas
$19.95 $22.68
$33.89 $37.36
$35.01 $38.53
$47.84 $52.04
$61.79 $66.72
$117.57 $125.44
$284.93 $301.60
$563.86 $595.20
52

BMG Cost Components SW Gas Cost Components
Base Cost Monthly Rate

Margin Gas Cost Margin of Gas PGA Rate Adjustment

$0.06000 $0.49786 $0.08934  $0.37034 $0.12752  $0.00000

Note: No usage information in 1999. CNG-1 Tariff approved 9-18-2000 (Decision Number 62890). Estimated usage is based upon
Black Mountain's example of usage provided to Staff during the 2000 tariff approval proceeding.




Schedule RGG-4

Charges SWG BMG-Page BMG-Cave Creek
Establishment (G-10)S24 $20 $20

Expedited Service $32 - -

All Other Schedules $30 - -

Expedited S40 o -
Re-Establishment ~ ----- (1) (1)
Re-Connection - S30 $30

After-hours  -ee- 845 845
Service Calls Per Hour ~ ----- $30 $30

After Hours - 845 $45
Meter Re-Read $10 $25 $25
Meter Test (per test) $25 ---- ——-

“ “  (per hour) e $25 $25
Returned Check Charge $10 $15 S15
Late Charge 1.5% of 1.5% 1.5%
Delinquent

Field Collection Fee $20 0 e e "
Security deposit Residential  ---- (2) (2)

Security deposit Com.  ----- (3) (3)

Deferred Payment =~ ----- - 1/5%

(1) Number of months off-system times monthly minimum charge (ACC Rule R14-
2-403 (B)

(2) Two (2) times the average monthly bill (ACC R14-2-403 (B)

(3) Two and one-half (2 2) times the average monthly bill (ACC R14-2-403 (B)
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EXECUTIVE SUMMARY
SOUTHWEST GAS CORPORATION
DOCKET NO. G-01551 A-02-0425

R .

Southwest Gas Corporation ("SWG™) 1s seeking approval to acquire 100 percent of the stock
of Black Mountain Gas Company ("BNMGT). SWG also requests authority to subsequently
transfer the assets and Certificate of Convenience and Necessity ("CC&N™) to BMG to
SWG.

o ..

Mr. Miller's direct testimony addresses the concerns of the Arizona Corporation
Commission’s (“Commission™) Office of Pipeline Safety ("OPS™ or “Pipeline Safety™)
relating to SWG's acquisition of BMG.  Specificallv. OPS is concerned with the use of
contract locators and BMG's 2002 Code Compliance audit.

Mr. Miller recommends six conditions on the approval of SWG's application.
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Direct Tesuimony ot Robert Miller
Docket No. G-O1331TA-02-0425
Page |

INTRODUCTION

Q. Please state vour name and business address?

A. Mv name is Robert Miller. My business address 1s 2200 North Central Avenue. Phoenix,
Arizona 8§3005.

Q. What is vour current occupation?

Al [ am a Utlities Consultant in the Utlities Division’s Office ot Pipeline Safety ("Pipeline
Safetv™). I'have been employved by the Arizona Corporation Commission (“"Commission™)
since 1990.

Q. Have you previously testified”

Al Yes. [ have previously testified on behal{ of Pipeline Safety in hearings.

Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS PROCEEDING?

A. The purpose of my testimony in this proceeding is to express and discuss the concerns of
the Utilities Division’s Office of Pipeline Safety staft relating to the acquisition of Black
Mountain Gas Company ("BMG™) by Southwest Gas Corporation ("SWG™). [ also
recommend six conditions for approval ot SWG's application.

ANALYSIS

Q. Does Pipeline Safety have any concerns with SWG's operations that would effect this
merger?

A. Yes. Itis SWG’s policy to utilize contractors to locate most of its facilities. In the interest

of public safety BMG has made the decision not to use contract locators. Based on the
fact that the current BMG mapping is incomplete, as noted during the 2002 code

compliance audit (see Exhibit I. page 12). Pipeline Safety agrees with BMG’s decision to
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Direct Testimony of Robert Miller
Docket No. G-01331A-02-0423

Page 2

use full time regular emplovees tor locate duties. These local employees are far more
familiar with the BMG distribution system than an outstde contract service could be. Until
such time that BMG mapping has been completed and SWG is able to demonstrate the
accuracy of these maps. Pipeline Saftety would request that SWG continue to follow
BMG's policy of not using contract personnel to locate underground gas pipelines within

the BMG service area.

Does Pipeline Safety have any concerns with the current operations of BMG?
Yes. During BMG's 2002 Code Compliance Audit (72002 Audit™). several probable non-

compliance items were noted (sce Exhibit 1. pages 1-0).

Have these items been corrected by BMG?

BMG has agreed in writing to make corrections to its procedures and to update and correct
all mapping of its pipeline system. (See Exhibit I, pages 7-16)  The mapping is to be
completed no later than May 1. 2003. SWG should complete all the items as stated in the
Audit response provided to Pipeline Safety by BMG within the time frames as agreed

upon bv BMG and Pipeline Safety. (See Exhibit 1. page 17)

Does Pipeline Safety have any other issues with BMG?

Yes. During the 2002 Audit. the BMG emergency valve isolation plan was discussed.
BMG stated that it would install additional valves in its svstem in order to better isolate
and control the flow of gas in order to increase public safety and minimize the impact and
potential risks of a broken or leaking pipeline to its customers. Pipeline Safety agrees
with BMG and supports its efforts to maintain, improve and enhance public safety in its
operation of the gas distribution system. SWG should follow through with BMG’s plan to

install these additional valves.
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Direct Testimony ot Robert Miller
Docket No. G-015331A-02-0425
Page 3

CONDITIONS FOR APPROV AL

Q.

What conditions do you propose should the Commission approve SWG's

application?

[ recommend the following conditions:

o2

SWG shall continue to maintain the existing emervency solation valves in all current

BMG service areas.

During the 2002 Code Comphance Audit. BMG stated that it was installing additional
emergency isolation valves (approximately 34). It at the time of the Stock transier
from Xcel to SWG. BMG has not completed the installation of all currently planned
valves for the Cave Creek division, SWG shall complete the installation of those said

valves no later than May 1. 2003.

SWG shall not allow the acquisition to diminish statfing that would result in service

and or safetv degradation in etther the current SWG or BMG service territories.

SWG shall continue to maintain fullv operational local field offices in the citics of

Cave Creek and Page. as appropriate. to maintain the quality ot service,

SWG shall continue BMG’s current policy of not using contract personnel for the

performance of underground pipeline locating.

SWG or BMG shall complete all mapping of the BMG pipeline svstem no later than

May 1. 2003, as agreed to by BMG during its 2002 Code Compliance Audit.
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Direct Testimony of Robert Miller
Docket No. G-01331A-02-0425
Page 4

Q.

Al

Does this conclude vour direct testimony?

Yes. 1t does.
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BLACK MOUNTAIN GAS
2002 CODE COMPLIANCE AUDIT
PROBABLE NONCOMPLIANCES

NFPA 39 Chapter 1-10.1.3  Sources of [gnition.

Vahial amA A e ; . ek I T Y
Vehicles and ciher moniie eguipmens “aal consaiuies

prohibited within 30 f22t o containers,

Finding:

Pl iRt

3

Non exempt venicies are aliowed 10 oe aar.\' d and or opera:iad
Exhibit No. 1).

at Wahweap and Greenehaven faciiites | n Page (se2

witnin S

EXHIBIT-1 PAGE 2

D fest of the coniainers

Loadine and Unloading Facilities Spacing.

NFPA 59 Chapter 2-9.2

o ]

The filling pipe inlet terminal shall de locarsc at least fiv

v

Finding:

L LAl

¢ fest behind ve

Barriers have not been installed at the Wahweap or Greenchaven

Exhibit No. 2).

NFPA 39 Chapter 4-3.53  Valves and Accessories.

hicular barmer

loading terminals (see

-

The connection into which the hgquid or vaoo-' is peing transferred shali be equipped with 2

back flow check valve or an emergency shut oif valve.

Finding:

——D

Al the time of this audit the vapor emeargancy cut oif valve control hine was incperable at the

The cut off valve control line was repaired upon discovery during the audit.




EXHIBIT-1 PAGE 3

- e fail A am he 11g i - T,
e Writrsn procedures fail to require the use O profeciive Clotning { :omeax) in hazardous
conditions 2xceni blowing gas {see Exhibiz No. 3)

e Written boring procedures fail to provide adegquae ! insiruction to pravent damage 10 he
pipeline being inserted into the bore (see Exhibit No o).

Part 192.16 Customer Notification.

Customers shall be notified if the customers buried piping is nOi mainiained by the operator.

Findings:
« Written procedures had not been stablished ar the time of the audit which require the
notification of CUstOmers. )
/7
e Racords were not availabie at the time of the aud:is demonstrating that customer notification
was being conduciad in the natural gas division

Part 192.603 (b) General Provisions.

o Training records were not available at the time of the audit 1o demonsirate that contract
personnel, which are allowed 10 inspect {hew oWn WOIK, nad been trainad 10 the Operalors
manual of operations and maintenance (see exhioit No. 7).

« Regulator siation consiruction records fai o xdenufv vhich welding procedures were used
and which welder performed the welding (see Exhibit No. 3).

e Trainine records wers not availeble to demonsirate that ail personnel wer2 oroperiv rainad
n the use 0f the tompany provided seif-coniained preathing apparaius.




EXHIBIT-1 PAGE 4

Part 197.605 (a) Procedural Manual for Operations. Maintenance. and F mergencies.

\ R A dviwnas mmAl B T i e Tale T ot e e ot
A manual ofwoinren arocaduras shall 22 Draparsd and fXXed [of tonauciing operation
——ier e ma et rias AmA ammarsamA rBSNANSS
"ATIRTANSS AChiVINIEs AN STSTz e oot

¥ alaliinusialaidi... R

e [L2ak survey parsonnel falied © Soliow wrillen procacuras. wien documeniing and
classifying undergroundc [2axs Combusiipie g2s insirument (CCI) readings and a sketch
showing bar hole locanion anc CG reacings were not recorded dllowing discovary of an
underground leak (see Exhidit No. 51

i

. - . L~ o ) _
e  Documentaiion was not availabie o demonsirare that Cave Creex management personnel
- ‘

had participated in the annual review of the emergency pian.

3

e The Cave Creek smergenc ave all equipment on board as
required by the emergency vehicle ‘nventory list. Emergency vehicle was not equipped with
ol

~all required squeeze off tools and did not have a constant monitoring CGI on board.

Part 192.605 (b) (3) Procedural Manual for Operations. Maintenance. and Emercencies.

Making construction records, maps. and operating history available to appropnate operating
~personnel.

Finding:

Vaps available at the time of the aucii and used Dy 10Caing, survey. construction and
smergency response personnel fail o include all main sarvice i ' i

9. Part 192.616 Public Education.

T o - T - -y . P N e P 1 A
Establish a continuing education 2rogram 10 SN30I¢ CUSIOMmErS. the gzneral public. govermnment
organization \ scognize 2 gas pipeling 2mergsncy 107 @ purpose of

o ‘

s/_v

Finding:

Current sublic education program does include instru tion on how (0 recognize an emergency
for the purpose of reporting it 10 (i€ Operator or appropriate public officials.

502 DOC :




10.

11.

h

EXHIBIT-1 PAGE 5

Part 192707 (a) Line Markers for Mains and Transmission Lines.

Dime markers must be olaced and mamniainad 2l 2ach crossinz o 2 pudiic road and in Ciass ¢
and Class 2 locaiions 1o suinciznl numbers w0 1d2nily N2 locenen ofthe pipeline

Findings:

e Line markers wears not insialled at eacn Crossing or a public roadwan (s22 Zxhibii No. 1y
. Line markars werz not placaed over 1ne pipeline * surficizn numbers and spacing o

1
i
erarmine :he iocazon of the pipeline (ses Exhibit Na. i1

Part 192.707 (d) Line Markers for Mains and Transmission Lines.

the opearator must be writien on each

Area codes 01 line markers have not been cnanged (0 refisci the curran: area codes in effect at

the time of the audit (se2 Exhibit No. 12).

Part 192.721 (b) Distribution Svstems: Patrolling.

-t Ao

Mains in places OF On Siruciuras wheare ph}/SiCal movemen! or exizmal ':oading could cause
fatlure mus: be patroiied

Finding:

—————

[
i

Pairolling failed to identify

missing an d or 1ncorrect information on above ground mains
installed under road bridges (se2 ExhibitNo. 12).

Part 192.723 Test Requirements for Reinstating Service Lines.

Documentartion provided dunng the audin
service line had besn tested 2s reauirad (822 Exhibt




EXHIBIT-1 PAGE 6

s s mio mediz 2l hmari T afAR minalima S

L22Kag2 surveh r2C0OrCs Snin T TSO2ACH DD SUTECSN T

Finding:

T < A~ ~—e - Sad ThiisA e Tampearatii ymamel s e A - ‘ .

Lzak survey documeanianon proviedc 2 10 ACeQUAlSiy IaInUITY 2ACh ared sumveved and 2aln
b 2 2 222N

Sapma ianizarian (BT umit anc or 2200 CGI used o e, ts Tmale meiemcse-

Ame loniZanon (o Uit anl OV Sae P USSC I JOonCUCT Ing e sunviay,

. Leak survey Jdocumeniaion arovided faried (0 inciude ine seénai numbers T 2ach FI and
- i L ol D SR R

T . < .. [ - o = - N I

CGI units usad 10 CONGUCT (N2 aNnnUal SUMVEys (se2 =xao No. i)

o Lzak survey documentation provided failed 1o idenul: 2ach pipel:
maps fail to include 2ll gas mains and service lines { Ribit N

Arizona Administrative Code: R-14-3-202 (F).

Any part of a pipeline ransporing natural gas or other gas will not be constructed undsr
ouilding
Finding:

. -~ . - #
Buildings over pipelines were 1de wtified during the field portion of the audit at the following

e 905 Cathedral Ave. Page. Arizona (see Exh:
o Residence at Elm and Gum Pag i '

(7]
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BLACK MOUNTAIN
GAS COMPANY

Mr. Terry Fronteraouse
Chief ofP‘oeline Safery
Pipeline Safety S:cuon

Arizona Corporation Commission

Dear Mr. Fronterhouse,

The following information 1s nrovid din
following the audit of Black Mcunia

NFPA 39 Chapter 1-10.1.3

JRE: 2002 CODE COMPLIANCE AUDIT

EXHIBI¥<® PAGE 7

FAX £80-485-1578

CAVE CREZK ROAD « P.O. 30X 427 + CAVE CREEK, ARIZONA 8332
June 7, 20C2
-~ s~ o~
cklveo L
JUN 1D
rirziE SArziY
NA CORPORATION COMMISSION
in response to probable non-compliances noted by vour staff

r» Gas Company. which was conducted in April of 2002,

Sources of Ienition.

Non exempt vehicies are 2

at Wahweap and Gree

Response:

3

; ; Wil Ll + ehat wlmve
2and  other modite 2quipment (nat consttuies

ignition source shall oe

)
2
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EXHIBIT-1 PAGE 8

NFPA 39 Chapter 2-9.2  Loading and Unloading Facilities Spacino.

The filling pipe inlet terminal shall be locared at least five feet benind vehicular barriers
Finding:

Response:

Black Mountzin Gas will install concrete filled pests as vehicle barriers at the Wahweap and
Greenhaven facilities. [t is anticipared that the poss will be installed by August 30,2002,

-

3. NFPA 59 Chaprer 4-3.5 Valves and Accessories.

The comnection into which the liquid or vapor is being transferred shall be equipped with a
back flow check valve or an emergency shut off valve.

7
Finding:
At the time of this audit the vapor emergency cut o valve conirol line was inoperable at the
Greenechaven facility (see Exhibit No. 3).
Note
The cut off valve control line was repaired upon discovery during the audit.
Response:
Biack Mouaiain Gas hes rezaired the vapor emergancy cut oif valve control line at he
Greenhaven facilitv. The vapor emergency cutoff valve control lines will be inspected monthiy
at all bulk storage equipment locations. The monthly inspecticns will begin in June of 2002,

E%1GuU2 DOC -




EXHIBIT-1 PAGE 9

Part 192.13 (¢c)  General.

PRI maAeae chall b mleent ; AiSiaA g = ;
Written procedures shall be maintained and mocCiniad as appropriate,

Findings:

e Written leak survev proczdures reference ASME G-1 v:or mobile '12.*”*3.1 gas leak survevs
but f2ils to identifv at which speec a mobiie leak survey can be conducted (see Exhibit No.

).
Response:

Black Mountain Gas will develop written procedures that idenufy the speed at which a mobtle
leak survey can be conducted. The changes will be incorporatad into the O & M Manual The
addition to the O & M Manuai will be omolegec bv August 5, 2002

e Written procedures fail 1o require the use of protecuve clothing (nomex) in hazardous
conditions except blowing gas (see Exhibit No. 3).

Response:
73
Black Mountain Gas will develop written procedures that identify the need 1o wear protective
clothing in hazardous conditions which include blowing gas or any other time the employee in
charge identifies that porental 1u'mon of gas may oc J The changes will be ingorperaiad 1nto

the O & M Manual, The addition 1o the O & M Manua! will be completed by August 5, 2002,

+ Written boring procedu'es fﬂ 10 provide adequate
pipeline being inseried inic the bore (see Exhibit No. ¢)

Response:
Biack Mouniain Gas wili devzsiop written procedures the requ‘r nspection of the ieading edge
of any pipe that is inseried through a bore. [f damzge 15 1dentified, the damag U

reﬂovec ol abandoned, necessary aciion taken 1o eiminae
installed. The changes wili be inc i

i1 1

~
Construction Manuai wiil be comp
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EXHIBIT-1 PAGE 10

Part 192.16 Cuxmmer Nortification

PRUUROURE N L JE SO . S Sy =
Cus-omers sha'l e nonled T g cusiomers Tu

Findinas:

P e

noticanon

1 fal .
e Records were no: available at the ime of the audit demonstraung that cusiomer nouIlcaLON
was being concucted in the natural gas division
Response:
- Sy oac s s - ‘lm-— < ~eA 1 ~e PR
Black Mouniain gas we mpieie a mailing 10 all customers ot recorc in the Cave Creex

Division that n f the cusiomer that buried piping downstream of the meter 1s not
maintained by Bi ck Mountain Gas Company. The mailing will be completed by August 30,
2002. Additionally, this notification will be provided 10 customers when they apply for service
with Black Mountain Gas. Decumentation Yha.t notification was given 1o a cusiomer by
perscnal delivery or by rr.ailing wiil be added to the Application for Service.

Part 192.603 (b) General Provisions.

Each operator shall keep records necessary 10 administer the procedures established.

Findinegs:

e Training records were not av ailable at the ume of the audit to demonstraie that contract
personnel, which are allowed to inspect their own work, had been trained to W& operators

manual of operations and maintenance (see exhibit No. 7).

Response:

Following revision of the Black Mouniain manuals 10 incorporate changes identified in this
document, training of contract personnel will be completed. Conrtractor training wili be
completed by Augus: 30, 2002

o Regulator statio
and which welider

construciion records rail

(b;:s

to identify which welding procedures were usad
ez Exhibit No. 8)

Response:

The records identified in Exhibit =8 will be amended t0 include the welding procedures usec
and 10 identifv the weider who performec the werk. Forms utlized to document \mrk when
weiding is compieled a5 par 01 $Vsiem orsiruciion or maintenance will be modified 1o

document the welding procedurs used and the weider.

2. D0C -




w

M

EXHIBIT-1 PAGE 11

Parr 192.603ib) General Provisions. (continued)

DEeraor s hall ween racarss necessary 10 adminisier the procedures eésiablishad
C.a\.A ver O-L.Ai\g:.,.y\., S b :

any provided seif-contained breathing

=

SVaA BEE:
[aled 20 et
2ining The training will be

Part 192.605 (a) Procedural Manual for Operations. Maintenance. and Emergencies.

A manual of written procedures shell be prepared and followed for conducting operatior,

maintenance activities and emergency response.

Findings:

o Leak survev personnel failed to follow written procedures, when documenting and ,
classifying underground leaks. Combustible gas instrument (CGI) readings and a sketch
showing bar hole location and CGI readings were not recorded following discevery of an
underground leak (see Exhibit No. 9). .

Response:

go} mayv be invelved in leak survey activities will
iocumented inthe O &1 I Manual. The training will be completed
1

| \ A . - 1. - =
ilable 1o demonstrare that Cave Cresk management personngi

e L

! t
had participated in the annual review of the emergency plan.

management who mav be involved with use of the Emergency Plan

g
The treining will be completed by Julv 1, 2022

L, TN
\viU‘z_ Dr\,l\(‘, -




EXHIBIT-1 PAGE 12

Part 192.60= (a) Procedural Manual for Operations. Maintenance. and Emergencies.

{continued)

A manual of written procecures shall be prepared ang f Ilouef‘ for conducting operaiion.
maintenance activities and emergency response. (

Findinegs: (continued)

o The Cave Cresk emergency response vehicie failed to have ali equipment on doard a
required by the emergency vehicle inventory list. Emergency vehicle was not eqmpped with
all required squeeze off to0ls and did not have a constant monitoring CGI on board.

Resgponse:

Prior 1o June 28, 2002, provisions will be made to have all equipment on board the Cave Creek
emergency response vehicie as required by the emergency vehicle inventory list.

8. Part 192.605 (b) (3) Procedural Manual for Operations. Maintenance. and Emersencies.
‘-
Making construction records, maps. and operating history available 1o appropriate operating
personnel.

“a

Finding:

Maps available at the time of the audit and used b locating, survey, construction and

emergency respense personnel fail toinciuce ali main and service lines (see Exhibit No. 10).
Response:

As fuure leak survevs are conducied, Black Mountein Gas will review and o7 modify
documents 10 ensure 1hat the locations of 2!l gas lines are documented as required for use
during locating, survey, Constiu uction and emergency response activities. The company will
ensure that the information necessary is made available to employees completing the above
activities [t is anticipated that it may require up 1o 3 vears to complete the review and

documeniaton.

ENIGUZ.DOC 0
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EXHIBIT-1 PAGE 13

Part 192.616 Public Education.

- o
:s:aol:sr a continuing egucanon
=i

0rganizaions au_ 2XCavarors:
repOring it 1¢ the 0Dperatdr Or arri

Current nublic Pduca?‘iop orogram dogs include mstrucuen on 1OW 10 Tecognize an emergency

for the purpose of reporting it 0 the OPEraor Of appropriate pudiic eificials.

Response:

Black Mounzain Gas wi om;lete 2 mailing 10 all customers of record in the Cave Craak
Division that notifies the custcmer Of hOWw 10 recognize emsargency conditions. The mailing will
be completed by August 30, 2002. ddxtlonallv thxs notlﬁcanon il be provided to customers

when they apply for service with BZ ck Mountain Gas. Documentation that notification was
given to a customer by personal delivery or by mailing will be add-'*d 10 the App?ication for
Service. The general public in the service area will be informed through advertising in local
newspapers; 10 be completed by August 30, 2002,

Part 192.707 (a) Line Markers for Mains and Transmission Lines.

Line markers must be placed and maintained at each crossing of a public road and in Class 1

and Class 2 locations in sufficient numbers to idenufy the location of the pipeline. .
Findings:

e Line markers were not installed at each crossing of a pubiic roadwav (see Exhibit No. 11}

Response:
A review of the pipeline markers v wiil be made by Black Mountain Ges empicvees and markers
instalied as necessary. The inspection will be compilete dv Sep*ember 30,2002

Response:
A review of the pipeline markers will be made by Black Mouniain Gas employees and markers
installed as necessarv. The inspection will oe compiete by September 20, 2002

U
@)
]
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11. Part 192.707 (d) Line Markers for \ains and Transmission Lines.
The name and ~2lephone numper rincluding area code) of the operator must be wrillen on 2ach

ea marlear
(N2 marxer.

Finding:

Area codes on line markers have not been chan 1ged 10 re
"’\\

“he time of the audit (see Exhibit No. 12).

Response:

ees and area

12. Part 192.721 (b) _Distribution Svstems: Patrolling.

Mains in places or on structures where physical movement or external loading could cause
faiture must be patrolled.

Finding:

—————

ctinfo

"?
—
» Q-)

Patrolling fziled to identify missing and or InCOT ation on above ground mains
installed under road bridges (see Exhibit No. 1;), )

Response:

A review of the above ground mains installed under road bridges was compieted —\pnl 18, 2002
and missing information provided of incorrect information correctec.

13. Part 192.

L)
\I
9

32 Test Requirements for Reinstatine Service Lines.

a A e@m s~ in o sm -
& new sarnvice ine, ;eIore

i

- T e e
Each disconnscrad service ring Must 0¢ 185 ed in the same mannera

1.

Documentation provided during the audit failed 10 demonstraie that a repaired and reinstated
service line had been rested as required (see Exhibit No. 13).

Response:

Tl carina ) RPN Fad T miie 1T A SN,avATeA ana AT TegT T Te R

The service hine idennified in Exhibit 1D was excavaied and el =sted on Mav 3 2002
2N G2 . DOC N
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14,
n area surveved and each
rvev
erial numbers of each FI and
e Leak survey documentation providad failed to icentify each pipeline surveyed. Survey
maps fail to include all gas mains and service lines (see Exhibit No. 10).
Response:
As future leak surveys are conducted, the leak survey documeniation will identify each area
surveyed and each flame ion: zMi QFI) unit or CGI used to conduct the survey. Additionally
’ T . . . .
as future leak surveys are conducted, Black Mountain Gas will review and/or modify
documents to ensure that the locations of all gas lines are documented. It is anticipated that up
10 5 years 10 complete the review and documentarion.
15.  Arizona Administrative Code: R-14-3-202 (F). .

=

building. .

Any pari of a pipeline ransporiing natural gas or other gas will not be constructed under a

Finding:

Response:

Blad\ Mountain Gas sunvey °c il sh eds/build'wg in the Page area and identified two sites
dition 1o those identified in the audit. The disposition of each of the four sites is as follow

9‘:: Cathedral - Building has bée m oned.

Eim & Gum - Used ass

=2 Red Mesa = Main wii

San Fransico & Cemeron - Main wili be cut-0tt by .—\ugusz . 2002

S
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John Reiber, President
Black Mountain Gas Company

CC: Saul Carrasco
Gail Robinsen
Mark Nolan
Ben Sherman
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